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Est. NTM Div. C$0.00 

Div. (Current) C$0.00 

Yield 0.0% 

Rating: 1-Sector Outperform Target 1-Yr: C$15.00 ROR 1-Yr: 75.4%
Risk Ranking: Caution Warranted  2-Yr: C$15.00  2-Yr: 75.4%

Valuation: 0.9x NAV (8%) 

Key Risks to Target: Commodity price, operating and technical risks, environmental and legal risks    

Site Visit Highlights Progress and Challenges 
Event 
■ We visited Labrador Iron Mines' James mine and Silver Yards 

beneficiation plant on August 25, 2011. 

Implications 
■ Mining operations are going well. Labrador Iron Mines is targeting to 

declare commercial production at the James mine and Silver Yards 
beneficiation plant on October 1, 2011. 

■ First sales expected in early September. Labrador Iron Mines has 
reached an agreement with Rio Tinto for 2011, where IOC will ship 
LIM ore through its Sept-Îles port. Rio Tinto will use its "best efforts" 
to sell LIM ore alongside Rio Tinto's own direct shipping ore.  

■ Several options for future shipping and sales. In calendar 2012 and 
beyond, Labrador Iron Mines has several options to get its ore to 
market, including an extension to its agreement with Rio Tinto, 
shipping from the company’s own ports, or an agreement with another 
local miner such as Cliffs Natural Resources. 

Recommendation 
■ We maintain our 1-Sector Outperform rating at this time; however, our 

target price decreases to C$15.00 per share from C$16.00 per share and 
our NAVPS estimate decreases to C$16.56 from C$17.83. 

 
 
Capitalization 
Shares O/S (M) 53.9 
Total Value ($M) 460.5 
Float O/S (M) 21.7 
Float Value ($M) 185.5 
  
Next Reporting Date Nov-11  

Qtly Adj EPS (FD) Q1 Q2 Q3 Q4 Year P/E 
2010A $-0.01 A $-0.01 A $0.06 A $-0.01 A $0.03  n.m. 
2011A $-0.01 A $-0.02 A $-0.02 A $-0.03 A $-0.09  n.m. 
2012E $-0.09 A $-0.02  $0.18  $0.08  $0.15  57.00 
2013E $0.32  $0.59  $0.11  $-0.02  $1.00  8.55 

(FY-Mar.) 2009A 2010A 2011A 2012E 2013E 
Adj Earnings/Share $-0.01 $0.03 $-0.09 $0.15 $1.00 
Cash Flow/Share $-0.01 $-0.06 $-0.08 $0.18 $1.04 
Price/Earnings n.m. n.m. n.m. 57.8 8.5 
Revenues $0 $0 $0 $77 $218 
EBITDA $-2 $-3 $-5 $15 $78 
Current Ratio 42.9 21.1 5.1 2.5 2.1 

IBES Estimates BVPS12E $5.34   
EPS 2012E: $0.69 NAV $16.56   
EPS 2013E: $1.65 P/NAV 0.52x   
     

Historical price multiple calculations use FYE prices. Source: Reuters; Company reports; Scotia Capital estimates.  

  

Pertinent Revisions 

 New Old 
Target:   
1-Yr $15.00 $16.00 
2-Yr $15.00 $16.00 
EPS12E $0.15 $0.48 
EPS13E $1.00 $0.95 

  
SC Online Analyst Link 

  

mailto:jackie_przybylowski@scotiacapital.com�
mailto:jennifer_tkachuktremblay@scotiacapital.com�
http://sconline.multexexpress.com/SCOnline/secure/control/controlLoop.asp?type=getAnalystCoveragePage&anaId=jackie_przybylowski@scotiacapital.com&dept=EQ�
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Exhibit 1 – Mining Operations at James Mine (August 2011) 

 

Source: Scotia Capital. 

A Promising Start 
■ Mining operations are going well. Labrador Iron Mines highlighted the mining operations 

at the James mine in Schefferville. As illustrated in Exhibit 1, mining operations are 
progressing well. Labrador Iron Mines has been mining at the James mine since June, 
commissioning activities at the Silver Yards beneficiation plant are proceeding as planned, 
and the first train loaded with ore departed for the Sept- Îles port on June 29, 2011. 

■ Commercial production is targeted for October 1, 2011. Labrador Iron Mines is targeting 
to declare commercial production at the James mine and Silver Yards beneficiation plant on 
October 1, 2011. The “commercial production” milestone means that revenues, operating 
costs, and depreciation expenses are recognized as income and expenses, rather than 
capitalizing the items. However, if first sales are completed in September, the company 
might declare commercial production in late fiscal Q2/12 as per IFRS. 

■ Modular expansion continues. Phase 1 (1.0Mtpa washing and screening facility) of the 
Silver Yards beneficiation plant is completed, and Labrador Iron Mines expects to finish 
Phase 2 (increase capacity to 1.5Mtpa) in early September. Although the Phase 3 expansion 
(increase capacity to 2.5Mtpa) has not yet been formally approved, we expect construction 
will go ahead in calendar 2012 at a cost of approximately C$35 million, and that full 
production run rates will be achieved at Silver Yards in calendar 2013. 

■ Updating our long-term assumptions to reflect new information. Labrador Iron Mines 
outlined plans to build its second process plant at the Redmond mine. Construction is 
expected to start in calendar 2012 for production start-up in calendar 2013. Mining 
operations at the Houston deposit are expected to start in late calendar 2014, and Houston ore 
will be processed at the Redmond plant (we had previously assumed that Houston ore would 
be processed at the Silver Yards beneficiation plant). See Exhibit 4 for a summary of our 
production ramp-up assumptions. 
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Exhibit 3 – Iron Ore Stockpile at the Silver Yards Beneficiation Plant (August 2011) 

 

Source: Scotia Capital. 

Exhibit 2 – Silver Yards Beneficiation Plant (August 2011) 

 

Source: Scotia Capital. 
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Exhibit 4 – Labrador Iron Mines Production Profile 
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Source: Company reports; Scotia Capital estimates. 

Sales Are the Next Hurdle 
■ Rio Tinto agreement expected to yield sales in the near term. Labrador Iron Mines has 

signed an agreement with Rio Tinto, where Rio Tinto will sell LIM iron ore through the Iron 
Ore Company of Canada (majority owned and operate by Rio Tinto) port in Sept-Îles. The 
specific terms of the agreement have not been disclosed; however, we expect that the costs to 
Labrador Iron Mines are significant. For this reason, we have reduced our realized price 
assumptions for calendar 2011 to 77% of the benchmark price (from 97% previously), 
increasing to 87% of benchmark in calendar 2012 as we assume Labrador Iron Mines will 
sign a lower-cost sales agreement for next year.  

■ Agreement provides access to Rio Tinto resources. The Rio Tinto agreement provides 
Labrador Iron Mines with access to Rio Tinto’s sales network. Rio Tinto will use its “best 
efforts” to sell LIM ore alongside Rio Tinto’s own direct shipping ore from its Singapore 
office. Also, the Labrador Iron Mines ore will be shipped from IOC’s deepwater port, which 
is able to load capesize vessels, whereas LIM’s own Pointe aux Basques and Cliffs Natural 
Resources’ Pointe Noire facilities may only load smaller Panamax vessels. LIM estimates 
that the use of capesize vessels could save approximately $10-$12/t in transportation costs. 

■ Future sales agreement is still uncertain. The current agreement with Rio Tinto is only 
valid for calendar 2011. In calendar 2012 and beyond, Labrador Iron Mines has several 
options to get its ore to market; see below for a discussion on the three most likely 
alternatives. We note that none of the options below is perfectly ideal, and all will require 
trade-offs.  

o Renew the agreement with IOC. Although the current sales agreement 
provides LIM with access to Rio Tinto resources, we believe the agreement is 
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also costly. In addition, we are not certain that Rio Tinto will agree to renew 
the current agreement into calendar 2012, depending on Rio Tinto’s own 
expansion plans at the Iron Ore Company of Canada. 

o Ship from LIM’s own dock at Pointe aux Basques. While utilization of 
Labrador Iron Mines’ own terminal would reduce the selling costs, LIM would 
incur higher shipping costs and would be responsible for marketing and selling 
its own product. 

o Reach an agreement with Cliffs Natural Resources. We believe that 
Labrador Iron Mines could ship its ore via Cliffs Natural Resources’ Pointe 
Noire port. While the sales costs might be lower than the current Rio Tinto 
agreement, shipping charges would be higher as Cliffs must use trans-shipping 
methods to load capesize vessels. We also note that Cliffs’ capacity to handle 
third-party ore might be reduced following the company’s acquisition of 
Consolidated Thompson and the organic expansion plans at Bloom Lake. 

Valuation 
■ We maintain our 1-Sector Outperform rating at this time; however, our target price 

decreases to C$15.00 per share from C$16.00 per share. Our NAVPS estimate decreases to 
C$16.56 from C$17.83 as a result of a number of changes to our model which reflect 
Labrador Iron Mines’ most recent guidance.  

■ Please see Exhibit 5 for a valuation summary. 
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Exhibit 5 - Labrador Iron Mines Valuation Summary 

Labrador Iron Mines (LIM.TO) Q1/12A Q2/12E Q3/12E Q4/12E 2011A 2012E 2013E 2014E
calendar Q2 2011 Q3 2011 Q4 2011 Q1 2012

Share data and financial ratios
Shares outstanding - FD, weighted average (millions) 51 54 54 54 44 54 54 54
Market capitalization, EOP (C$ millions) $622 $466 $466 $466 $598 $466 $808 $808
Enterprise value, EOP (C$ millions) $561 $414 $415 $427 $518 $427 $779 $632
Adj. net earnings per share - FD (C$) ($0.09) ($0.02) $0.18 $0.08 ($0.09) $0.15 $1.00 $2.82
Operating cashflow per share - FD (C$) ($0.08) ($0.02) $0.18 $0.09 ($0.08) $0.18 $1.04 $2.90
Net free cashflow per share - FD (C$) ($0.50) ($0.19) ($0.02) ($0.23) ($0.43) ($0.91) ($0.18) $2.75
Book value per share - FD (C$) $5.39 $5.07 $5.25 $5.34 $3.97 $5.34 $6.36 $9.17
Dividend per share  (C$) $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
Price/Earnings n.m. 58.5 15.0 5.3
Price/Cash flow n.m. 48.9 14.4 5.2
EV/EBITDA n.m. 29.3 10.0 2.9
EBITDA margin n.m. 0.2 0.4 0.4
Net debt/[Total Debt + Equity] (0.5) (0.1) (0.1) (0.4)
ROE -2% 3% 16% 31%
Dividend yield 0% 0% 0% 0%

Key operating parameters `
Iron ore production (million tonnes) 0.2 0.2 0.3 0.1 0.04 0.86 1.81 3.69
Iron ore sales (million tonnes) 0.0 0.0 0.5 0.2 0.00 0.69 1.81 3.69
Benchmark iron ore Hamersley fines price (UScents/dmtu $279 $275 $250 $230 $201 $259 $221 $195
USD/CAD 1.03 1.08 1.08 1.09 0.98 1.09 0.96 0.96
Average realized price (US$/tonne) $0 $0 $118 $134 $0 $120 $127 $126
Unit cost of goods sold (US$/tonne) $0 $0 $86 $87 $0 $88 $79 $67

Income statement (C$ millions)
Revenues $0 $0 $55 $22 $0 $77 $218 $485
Operating costs $0 $0 $41 $14 $0 $55 $136 $259
EBITDA ($4) ($1) $14 $7 ($5) $15 $78 $217
Depreciation and amortization $0 $0 $0 $0 $0 $1 $1 $3
General and administration $1 $1 $1 $1 $4 $3 $4 $8
Other operating expenses ($4) ($0) ($0) ($0) ($1) ($5) ($1) ($1)
Operating earnings ($5) ($1) $14 $7 ($5) $14 $77 $214
Interest income (expense) $0 $0 $0 $0 $0 $0 $0 $0
Other income (costs) $0 $0 $0 $0 $1 $0 $0 $0
Total taxes $0 $0 $4 $2 ($1) $6 $23 $62
Net Earnings ($5) ($1) $9 $4 ($4) $8 $54 $152
Adj. Net Earnings ($5) ($1) $9 $4 ($4) $8 $54 $152

Cash flow statement (C$ millions)
Operating cashflow ($4) ($1) $10 $5 ($4) $9 $55 $156
Cash from operating activities ($4) ($1) $10 $5 ($3) $9 $55 $156
Cash from investing activities ($31) ($9) ($11) ($17) ($39) ($67) ($66) ($8)
Cash from financing activities $115 ($1) $0 $0 $2 $114 $0 $0
Increase (decrease) in cash $80 ($10) ($1) ($12) ($41) $56 ($11) $148
Net free cashflow ($25) ($10) ($1) ($12) ($19) ($49) ($10) $148

Balance sheet (C$ millions)
Cash and cash equivalents $88 $77 $76 $64 $8 $64 $54 $201
Other current assets $3 $3 $3 $3 $2 $3 $3 $3
Long-term assets $215 $224 $235 $252 $215 $252 $316 $321
Net debt ($61) ($52) ($51) ($39) ($80) ($39) ($29) ($176)
Total debt and capital lease obligations $2 $1 $1 $1 $2 $1 $1 $1
Other liabilities $30 $30 $30 $30 $49 $30 $30 $30
Shareholder equity $274 $273 $283 $287 $174 $287 $342 $494

Net Asset Value 8% 10% Sensitivity EPS CFPS NAVPS Rating and Target
Direct Shipping Ore $878 $765 fiscal 2012 Rating 1-Sector Outperform
Exploration properties $0 $0 Iron Ore 31% 29% 36% Risk ranking Caution warranted
Equity investments $0 $0 USD/CAD -28% -26% -28% Valuation method 0.9x NAV (8%)
Working capital $52 $52 1-yr Target C$15.00
Total debt and capital leases ($1) ($1) Share price C$8.55
Reclamation Obligations $0 $0 Reserves/Resources (Mt) ROR 75%
Corporate SG&A ($37) ($32) Measured & Indicated 39.6
TOTAL NAV $892 $784 Inferred 1.3
NAVPS $16.56 $14.56

August 26, 2011
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Source: Company reports; Reuters; Scotia Capital estimates. 
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Appendix A: Important Disclosures 

Company Ticker Disclosures (see legend below)* 
Labrador Iron Mines Holdings Limited LIM G, I, P, T, U 
   

I, Jackie Przybylowski, certify that (1) the views expressed in this report in connection with securities or issuers that I analyze accurately reflect 
my personal views and (2) no part of my compensation was, is, or will be directly or indirectly, related to the specific recommendations or views 
expressed by me in this report. 

This research report was prepared by employees of Scotia Capital Inc. who have the title of Analyst. 

All pricing of securities in reports is based on the closing price of the securities’ principal marketplace on the night before the publication date, 
unless otherwise explicitly stated. 

All Equity Research Analysts report to the Head of Equity Research. The Head of Equity Research reports to the Managing Director, Head of 
Institutional Equity Sales, Trading and Research, who is not and does not report to the Head of the Investment Banking Department. Scotia 
Capital has policies that are reasonably designed to prevent or control the sharing of material non-public information across internal information 
barriers, such as between Investment Banking and Research. 

The compensation of the research analyst who prepared this report is based on several factors, including but not limited to, the overall 
profitability of Scotia Capital and the revenues generated from its various departments, including investment banking. Furthermore, the research 
analyst's compensation is charged as an expense to various Scotia Capital departments, including investment banking. Research Analysts may 
not receive compensation from the companies they cover. 

Non-U.S. analysts may not be associated persons of Scotia Capital (USA) Inc. and therefore may not be subject to NASD Rule 2711 
restrictions on communications with subject company, public appearances and trading securities held by the analysts. 

 

For Scotia Capital Research analyst standards and disclosure policies, please visit http://www.scotiacapital.com/disclosures 

Scotia Capital Research, 40 King Street West, 33rd Floor, Toronto, Ontario, M5H 1H1. 

 

* Legend 

G Scotia Capital USA Inc. or its affiliates has managed or co-managed a public offering in the past 12 months. 

I Scotia Capital USA Inc. or its affiliates has received compensation for investment banking services in the past 12 months. 

P This issuer paid a portion of the travel-related expenses incurred by the Fundamental Research Analyst/Associate to visit material 
operations of this issuer. 

T The Fundamental Research Analyst/Associate has visited material operations of this issuer. 

U Within the last 12 months, Scotia Capital Inc. and/or its affiliates have undertaken an underwriting liability with respect to equity or debt 
securities of, or have provided advice for a fee with respect to, this issuer. 

  
 
 

http://www.scotiacapital.com/disclosures�
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Numbers are located to the left of the lines they represent.  
Numbers indicated with a plus sign (+) have more than one target or rating change in the given 
month. 

Labrador Iron Mines Holdings Limited 

# Date 
Closing 
Price 

Rating 
Target-

1YR 

1 17-Mar-11 $12.65 * 1-Sector Outperform *$20.00

2 6-Apr-11 $14.20 Restricted Restricted

 27-Apr-11 $13.46 * 1-Sector Outperform *$18.50

3 4-Jul-11 $12.35 1-Sector Outperform *$17.75

 29-Jul-11 $10.93 1-Sector Outperform *$17.50

4 22-Aug-11 $7.40 1-Sector Outperform *$16.00

* represents the value(s) that has changed.  
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Definition of Scotia Capital Equity Research Ratings & Risk Rankings 
We have a three-tiered rating system, with ratings of 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform. Each analyst assigns a 
rating that is relative to his or her coverage universe. 

Our risk ranking system provides transparency as to the underlying financial and operational risk of each stock covered.  Statistical and judgmental 
factors considered are: historical financial results, share price volatility, liquidity of the shares, credit ratings, analyst forecasts, consistency and 
predictability of earnings, EPS growth, dividends, cash flow from operations, and strength of balance sheet. The Director of Research and the 
Supervisory Analyst jointly make the final determination of all risk rankings. 

The rating assigned to each security covered in this report is based on the Scotia Capital research analyst’s 12-month view on the security. Analysts 
may sometimes express to traders, salespeople and certain clients their shorter-term views on these securities that differ from their 12-month view 
due to several factors, including but not limited to the inherent volatility of the marketplace. 

Ratings Risk Rankings 

1-Sector Outperform 
The stock is expected to outperform the average 12-month total return of the 
analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 

2-Sector Perform 
The stock is expected to perform approximately in line with the average 
12-month total return of the analyst’s coverage universe or an index 
identified by the analyst that includes, but is not limited to, stocks covered by 
the analyst. 

3-Sector Underperform 
The stock is expected to underperform the average 12-month total return of 
the analyst’s coverage universe or an index identified by the analyst that 
includes, but is not limited to, stocks covered by the analyst. 

Other Ratings 
Tender – Investors are guided to tender to the terms of the takeover offer.  
Under Review – The rating has been temporarily placed under review, until 
sufficient information has been received and assessed by the analyst. 

Low  
Low financial and operational risk, high predictability of financial 
results, low stock volatility. 

Medium  
Moderate financial and operational risk, moderate predictability of 
financial results, moderate stock volatility. 

High  
High financial and/or operational risk, low predictability of financial 
results, high stock volatility. 

Caution Warranted  
Exceptionally high financial and/or operational risk, exceptionally low 
predictability of financial results, exceptionally high stock volatility. For risk-
tolerant investors only. 

Venture  
Risk and return consistent with Venture Capital. For risk-tolerant investors 
only. 

Scotia Capital Equity Research Ratings Distribution* 

Distribution by Ratings and Equity and Equity-Related Financings* 

Percentage of companies covered by Scotia Capital Equity 
Research within each rating category. 

Percentage of companies within each rating category for which 
Scotia Capital has undertaken an underwriting liability or has 
provided advice for a fee within the last 12 months. 

Source: Scotia Capital.  
For the purposes of the ratings distribution disclosure the NASD requires members who use a ratings system with terms different than “buy,” 
“hold/neutral” and “sell,” to equate their own ratings into these categories. Our 1-Sector Outperform, 2-Sector Perform, and 3-Sector Underperform 
ratings are based on the criteria above, but for this purpose could be equated to buy, neutral and sell ratings, respectively. 



10 
 

Intraday Flash 
Monday, August 29, 2011 @ 9:25:36 AM (ET) 

 

 

 

General Disclosures 
This report has been prepared by analysts who are employed by the Research Department of Scotia CapitalTM. The Scotia Capital trademark 
represents the corporate and investment banking businesses of the Scotiabank Group.  

Scotia Capital Research produces research reports under a single marketing identity referred to as “Globally-branded research” under U.S. rules. 
This research is produced on a single global research platform with one set of rules which meet the most stringent standards set by regulators in the 
various jurisdictions in which the research reports are produced. In addition, the analysts who produce the research reports, regardless of location, 
are subject to one set of policies designed to meet the most stringent rules established by regulators in the various jurisdictions where the research 
reports are produced. 

This report is provided to you for informational purposes only. This report is not, and is not to be construed as, an offer to sell or solicitation of an offer 
to buy any securities and/or commodity futures contracts.  

The securities mentioned in this report may neither be suitable for all investors nor eligible for sale in some jurisdictions where the report is 
distributed. 

The information and opinions contained herein have been compiled or arrived at from sources believed reliable, however, Scotia Capital makes no 
representation or warranty, express or implied, as to their accuracy or completeness.  

Scotia Capital has policies designed to make best efforts to ensure that the information contained in this report is current as of the date of this report, 
unless otherwise specified.  

Any prices that are stated in this report are for informational purposes only. Scotia Capital makes no representation that any transaction may be or 
could have been effected at those prices. 

Any opinions expressed herein are those of the author(s) and are subject to change without notice and may differ or be contrary from the opinions 
expressed by other departments of Scotia Capital or any of its affiliates. 

Neither Scotia Capital nor its affiliates accepts any liability whatsoever for any direct or consequential loss arising from any use of this report or its 
contents.  

Equity research reports published by Scotia Capital are available electronically via: Bloomberg, Thomson Financial/First Call - Research Direct, 
Reuters, Capital IQ, and FactSet. Institutional clients with questions regarding distribution of equity research should contact us at  
1-800-208-7666. 

This report and all the information, opinions, and conclusions contained in it are protected by copyright. This report may not be reproduced in whole or 
in part, or referred to in any manner whatsoever, nor may the information, opinions, and conclusions contained in it be referred to without the prior 
express consent of Scotia Capital. 

Additional Disclosures 
Canada: This report is distributed by Scotia Capital Inc., a subsidiary of The Bank of Nova Scotia. DWM Securities Inc. is a subsidiary of The Bank of 
Nova Scotia and an affiliate of Scotia Capital Inc. Scotia Capital Inc. and DWM Securities Inc. are members of the Canadian Investor Protection Fund 
and the Investment Industry Regulatory Organization of Canada. DWM Securities Inc. is not in the business of providing investment banking services. 

Hong Kong: This report is distributed by The Bank of Nova Scotia Hong Kong Branch, which is authorized by the Securities and Future Commission 
to conduct Type 1, Type 4 and Type 6 regulated activities and regulated by the Hong Kong Monetary Authority. 

Mexico: This report is distributed by Scotia Inverlat Casa de Bolsa S.A. de C.V., a subsidiary of the Bank of Nova Scotia. 

Singapore: This report is distributed by The Bank of Nova Scotia Asia Limited, a subsidiary of The Bank of Nova Scotia. The Bank of Nova Scotia 
Asia Limited is authorised and regulated by the Monetary Authority of Singapore, and exempted under Section 99(1)(a),and (b), (c) and (d) of the 
Securities and Futures Act to conduct regulated activities. 

United Kingdom and the rest of Europe: Except as otherwise specified herein, this report is distributed by Scotia Capital (Europe) Limited, a 
subsidiary of the Bank of Nova Scotia. Scotia Capital (Europe) Limited is authorized and regulated by the Financial Services Authority (FSA). Scotia 
Capital (Europe) Limited research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the research 
where applicable. Scotia Capital Inc. is regulated by the FSA for the conduct of investment business in the UK. 

United States: This report is distributed by Scotia Capital (USA) Inc., a subsidiary of Scotia Capital Inc., and a registered U.S. broker-dealer. All 
transactions by a U.S. investor of securities mentioned in this report must be effected through Scotia Capital (USA) Inc. 

Non-U.S. investors wishing to effect a transaction in the securities discussed in this report should contact a Scotia Capital entity in their local 
jurisdiction unless governing law permits otherwise. 
 

 


